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THE QUADRANT APPROACH TO EFFECTIVE
1990s PROCUREMENT AND SUPPLY

No competitive firm in the 1990s can
afford a purchasing process that treats all
products and services the same. The
traditional purchasing paradigm, with its
reliance on such tactics and measures as
three bids and purchase price variance,
threatens to keep the firm from gaining
competitive advantage in today's supply
marketplace. As many firms have recently
discovered, segmenting the purchase
process into a quadrant of different
strategies, tactics, and managerial
approaches goes far in linking effective
procurement and supply to the frm's
overall corporate and product needs and
competitive efforts.

In our visits to firms, it never ceases o
amaze us how most purchasing
depantments still treat a critical microchip
in the firm's key product much the same
way as a paperclip purchase. Though
EDI, syslems contracts, and purchasing
tactics have changed over the years, the
performance metrics arc being applied that
have been in use since the emergence of

the management accounting and auditing
fields back in the 1920s. This process no
longer serves today's competitive firms!

The Quadrant Approach

The quadrant approach to procurement
and supply identifies just how important
cach product or service is to the firm and
points to effective acquisition management
for each one. It recognizes that
product/service groups often need differing

* supply strategies,

* tactics,

* cost measurement, and
* management skills.

There are many benefits to splitting
goods and services into quadrants. One, it
points to distinct procurement approaches
appropriate for different items. Twao, the
quadrants help align acquired items into
groupings for effective management in
synch with general management views of
them. Three, it helps purchasing managers
more effectively apply scarce personnel
resources to each area.
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Making the Spiit

The quadrant approach distinguizshes
the firm's goods and services accordin g to
1) their value and profit potential, and 2)
the risk they present to both procurement
and the firm. This is a departure from the
traditional way of looking only at the
highest dollar volume items and often
ignoring the rest. Instead, the quadrant
approach examines all items for their
value and risk as shown in Figure 1.

Profit potential and value are thoze
individual product and service features
that can be traced to their use by the firm
and witimate customers, the profit they
bring in the downstream channel, and their
importance in maintaining a competitive
advantage for the firm. Risk represents
the chance of product failure, non-

- acceptance in the marketplace, faulty
design and interpal use in the firm,
delivery failures, and source non-
availability.

Those items represented with low
value and low risk are referred to as
generics. These are the routine items thar
often do not enter into the final salable
products of the firm. Their value is low
and the harm through costs or disruption
to the firm due to supply failures is also
low. Generally, these are standardized
items in plentiful supply from a wide
variety of vendors. Widely available
MRO items, office supplies, and many
administrative goods are examples of
generics. See Figure 2 for general
examples of products and services in the
quadrants.

Commeodities are the basic items that
represent high value but low risk to the
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Degrees of Value and Risk

Dristinctives Criticals
Low Vaiua High Value
High Risk High Aisk
R
1
S Ganeries Commodities
K
Low Vaiue High Value
Low Risk Low Riak

Prefit Potential and Value
Figure 1

firm. Basic production goods, non-unique
packaging materials,coatings, and most
fasteners are examples of commeodities,
These items are also in plentiful supply and
often have little uniqueness. These are
basic items required to make the firm's
saleable output thus making their value
high. Because there is little difference
among the competing brands of these items,
suppliers often attempt to differentiate their
offerings with non-price attributes such as
CUstomer service.

Distinctives arc those low value items
that pose danger through high risk to the
firm and purchasing. [temns that have been
over-engineered or tightly spec'ed are good
examples. Examples are spare parts that are
only available from one or a few suppliers
with long lead times or difficult supply in
other ways. The risk is high ver the ultimate
customer either does not care for the
unigueness nor is aware of them.
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General Examples

4 Distinctives Criticals
Very unique and Compeonents of
“over-specified” company’s products
MAD fems and that make a
capliial equipment competiive
=] fams advaniage for It
i I marketplece
i Generics Commodities
Offics supplies Basic production
Genaral MR miaterials
ema Som# packaging
Administrative
goods and
sarvices

Profit Potential and Value
Figura 2

Criticals are those goods and serviees
that make the firm's saleable output have a
competitive advantage in the marketplace.
These are both high risk and high value.
They might be a unigue mierochip, a
component that permits higher operating
speed of the product, a longer life, a lower
cost-in-use, or a safer or a more
environmentally acceptable operation by
ultimate users. In any case, their value is
measured in terms of the ultimate
customer and whatever is of value to
them.

Each of these quadrants has a different
competitive and operating impact upon the
firm. In contrast to traditional purchasing
approaches that typically focus upon
major dollar volume or unit cost items, the
quadrants capture any item that poses risk
to the firm and affects its competitiveness
in the marketplace.
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Quadrant Costs

The old saying "price is only a small part
of the total cost of an item” aptly applies in
the quadrant approach to acquisition.
Figure 3 presents the major costs that exist
in addition to just price. Commeodities are
still measured by price, but today this must
also include freight, payment terms,
delivery expenses, and inventory costs,
Today's transportation opportunities reguire
the purchase and freight to be treated as a
single decision. Payment terms affect the
firm's cash flow and cost-of-capital. Long a
marter for financial personnel, supplier and
carrier payment terms likewise must be a
part of the buyer's decision process today.
Inventory costs arise from the lot size and
timing of inbound deliveries. These are
increasingly being factored into the overall
cost equation of item and supplier
evaluation and selection.

KE? Costs
Distinctives Criticals
Downtime Cost of perfarmance
Poor plant in actual user's
utilization handsa
R
|
5 Generics Commodities
K
Administrathve Prica
aXpanSes Frelght
Acquisition Dalivary
process cost lar Inventoneas
antire firm

Profit Potential and Value
Figure 3
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Quadrant Approach

Generics pose yer another kind of key
cost. In addition to price, the cost of the
acquisition process is imporant here. This
process includes all times and steps
required by anyone in the firm to detect.
requisition, order, receive, make-ready,
and pay for an item or service. Office
supplies are an example. Our studjes
show that the acquisition process by
everyone in the firm often exceeds the
price of the item. This can easily be seen
in the example of one telecommunications
firm that found its cost of invoice
verification, matching, and check payment
is about $55 US. Many of the items they
were buying this way were priced less
than $10. The cost of generics can be
estimated through system-wide time and
maotion analysis,

Distinctives represent a cost of
equipment downtime or plant utilization
costs when the needed items are not
available. In another context, production
line schedule changes might result when a
needed material or part is not available.
The point is that the benefit derived from
wsing distinctives often shrinks in
comparison to the risk of not having them
available. This is a cost not often
measured, yet it is the discussion of
consequential damages in price
ncgotiations, These costs are real, and
they can be estimated through inter-
departmental analysis.

Criticals are measured in terms of the
ultimate customer or user. They are the
critical success factors of the product or
service in the marketplace. These are the
reason the customer buys from the firm
and not a competitor. Key metrics are
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cost-in-use or avoidance of cost.

Quadrant Strategies

The gquadrant approach points toward
differing procurement strategies. Figure 4
presents a summary of these strategic
approaches.

The appropriate attenrion given to
generics showdd be upon the acquisition
process. This is measured in terms of
persons' times in the detection-to-use-to-
disposition cycle. These are low value
activities thar pose little contribution to the
firm. They should be minimized,
eliminated. or cutsourced. Many integrated
supplier relationships, EDI, and vendor
stockless systems are examples. The key is
to reduce the time spent by everyone in the
firm in the acquisition. make-ready, and
payment of these items.

Strategic Thrusis

Distinctives Criticals
Reduca or Cominuously
eliminate Baak rew
thesa technologlies
battienecks and Inputs for
R firm's products/
i SOTVICES
5 Ganerics Commaoditias
K
Streamiine Gain loverags
acquisition for corporate
competitive
Reducs advantage
corporale
acthvity
Profit Potentlal and Value
Figure 4
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Commodities are
raditionally.

Mangped
Price leverage through

Distinctives should pe examined for
elimination, Simultanegys Engineering
and early Procurement involvement can
help reduce these itemg

higher valye Options), or made into
criticals that have marketplace dppeal and
advantage,

Criticals shoyig be enhanced iy any
way possible. This would be through yse
of new technologies, simp!iﬂnarinn,
feature enhancement, of any other cost
savings and/or valye added modificatiog,
The difference between the traditional
Approach and the Management of criticals
is that the former focuses upon cost
reduction or COsSt avoidance whereby
Criticals seek more contributive vajye
added approaches.

Because marketplace effectiveness js the
key, and not Decessarily efficiency only,
altention shoyld also include items that
might actually raise price or cost if they
make business senge in selling in the
marketplace, The feature-ladep growth of
the compacet djsk market is an eXample.
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and middle 1o UPper scale automobijes,
The point is that not one single strategic

approach s appropriate throughour the

range of Products/services.

Procurement Tactics

The quadrant approach follows through
with down-to-earth buying tactics. F; gure 5
presents a summary of these.

Generics call for greater use of supplicrs
both on and off the property, This can range
from them performing routine tasks rhar
release personnel ip the firm to other tasks
1o outright use of integrated suppliers and
outsourcing, In setting up an ED] linkage
this requires ap internally oriented person
who is competent jn setting up and
maintaining System linkages among
company personnel and between the firm
and suppliers. [p Ouisource settings it
requires a person who can marshall
company influences together for developing
an appropriate supplier relationshj p that
includes many services and products rather
than simply buying.

Commodities are stj)| bought with price
in mind, and thjs entails volume agreements
with a mix of spot buying where needed.
Linle or no loyalty is calleg for in this
quadrant, since traditiona Purchasing tactics
skills, the traditional dEsk-pnuuding price
"pit-bull” can sril] apply his or her talents in
this realm, Cost reductions and budget
focus are stil] Supreme in this quadran:.

Distinetives require programs that lead
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‘ Procurement Tactics selecting which firm, the supplier's or the

R = buyer's, would best perform a certain task
S o N Q7 R stz
Ewmjn‘:”‘f'“ Close supplier supply chain. The creative focus of a
Vflrhfanalysis m s critical is upon preduct innovation and
Simuftaneous innovations enhancement. This is in line with the
| eneany current competitive thrust for corporate
! strategic intent. A person who is
i Generics Commadities comfortable with unstructured projects is
::Eﬂgmd Volume needed here. This also requires a person
suppiiers “w who can build, lead, or otherwise
Outsource apot buys . participate in teams to gain consensus both
m:e within the firm and across its boundaries
with suppliers. Many firms have taken the

first step here with commeodity teams. The
results are often a high profile visibility for
procurement personnel within the firm_

Profit Potential and Value
Figure 5
to variety control, fewer stockkeeping

units, standardization, value analysis, and Purchasing is No Longer "Plain Vanilla"
team processes both before and during the Variations of the quadrant approach are

- life of an asset. The key skills required successfully being applied in firms across
here are those of technical expertise and many industries. It is an approach that
the ability to gain consensus across breaks with the traditions of our long
departmental lines. This often calls for an  standing procurement processes, strategies,
engineer with strong diplomatic skills. tasks, supplier evaluation and use, and

Criticals involve seeking competitive performance evaluation metrics.
access to technologies and services of The gain for taking the step toward the
suppliers. This may mean use of joint quadrant approach is that procurement
ventures, partnerships, and other close thinking, strategies, and actions then
supplier relationships. Price is not the coincide with those of upper management
motive for relationships in this quadrant.  in steering the firm to succeed in today's
But cost sharing discussions result in competitive world.
h
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